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1. Introduction  
In the 2004 General Assembly session, a Georgia Constitutional amendment 
(HR 1264) was introduced that would eliminate the ad valorem (property) tax for 
school purposes.  The amendment would allow the school property tax to continue 
for one year, but only for the purpose of retiring outstanding debt.   The proposed 
amendment called for a state sales tax for education.  The Education Sales Tax rate 
could not exceed 3 percent.  Furthermore, each of the exemptions allowed under the 
current sales tax would be eliminated for the Education Sales Tax unless the General 
Assembly voted to retain it.   
The legislation did not pass, but is expected to be introduced in the 2005 
session.  This report explores issues that are that relevant to the proposal to substitute 
a statewide sales tax (Education Sales Tax) for the property taxes used by schools and 
to fund schools entirely through state funds.  The report is a revision of a 
memorandum on this topic prepared in February 2004 by the Fiscal Research Center. 
The proposed amendment would do two things:   
1) substitute a sales tax for school property taxes;  
2) make financing of education a completely state function.   
One unanswered issue is what will be the formula for allocating state funds to 
school districts.  Currently, the state funds education through the Quality Basic 
Education (QBE) formula, which allocates most of the state funds on an equal per 
weighted student basis.  (There are some categorical grants and an equalization grant 
that are not allocated on an equal per student basis.)  With the state assuming control 
over all funding, the formula for allocating funds could change.  For example, an 
adjustment for differential cost of providing education could be added.  However, for 
the purposes of this report we assume that the state will use the revenue from the 
Education Sales Tax to fund education on an equal per student basis.   
This memorandum discusses some of the issues associated with the proposal.  
Where feasible and appropriate, we have included empirical analysis of the issue.   
Please note that the purpose of the original memoranda was to provide an 
initial analysis of the proposal.  Given the timing, it was not possible to develop very 
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precise estimates of some of the effects.  Thus, the estimates should be taken as first 
approximations.   
 
2.  Required Sales Tax Rate 
Table 1 presents estimates of the statewide Education Sales Tax rate required 
to replace all of the property taxes levied by local school systems.  We present three 
estimates.  The first is based on a sales tax that uses the same tax base as the state, 
i.e., all exemptions that currently exist will apply to the Education Sales Tax.  The 
second is based on the assumption that there will be no exemption for food for home 
consumption.   
 
TABLE 1:  ESTIMATED SALES TAX RATE REQUIRED TO REPLACE SCHOOL AD 
VALOREM TAXES 
 
 
 
Year 
School 
Ad 
Valorem 
Taxes 
 
Sales Tax 
(all current 
exemptions apply) 
 
 
Sales Tax 
(no food exemption) 
 
Sales Tax 
(eliminating most 
exemptions) 
   
 
Base 
Required 
Sales 
Tax Rate 
 
 
Base 
Required 
Sales 
Tax Rate 
 
 
Base 
Required 
Sales 
Tax Rate 
2002 $3,933.2 
million1 
$115,522.1 
million 
3.40% $129,493.4 
million3 
 
3.04% $187,728.0 
million 
2.10% 
2003 $4,275.1 
million2 
$124,797.1 
million 
3.43% $138,532.1 
million4 
3.09% $201,033.1 
million 
2.13% 
1Calculated using the property tax base and reported millage rate for every school district and a 
collection rate of 98 percent. 
2Assumes an increase of 8.69 percent over 2002; 8.69 percent is the average annual increase in 
school property tax levies between 1995 and 2002.  Note the annual increase actually increased 
later in the period. 
3Based on local sales tax distributions from the Department of Revenue. 
4Assumes that local sales tax base increased at the same rate as the state sales tax revenue 
between FY2002 and FY2003, i.e., 6.98 percent. 
 
The third is based on the state base except that most of the sales that are 
currently  exempted  are  included  in  the base.  Estimates of the value of exemptions 
are based on reports from the Fiscal Research Center (Walker 1998; Sjoquist et al. 
2002).  Estimates were not available for all exemptions, and certain exemptions were 
not dropped.  In particular, we assumed that the following exemptions would remain: 
rental of rooms and lodging for more than 90 days, sales to governments, casual sales 
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of personal property, credit allowances for trade-ins on property, and sales of raw 
material used in manufacturing. 
It appears that an Education Sales Tax rate of 3 percent, if many of the 
current exemptions do not apply to the Education Sales Tax, will generate sufficient 
revenue to replace the property tax currently collected for education purposes. 
 
3. Relative Magnitude of the Property Tax Reduction 
About 55 percent of property taxes collected in Georgia are for education 
purposes (Rubenstein and Sjoquist 2003).  Thus, if the proposed amendment were 
adopted, there will be a large reduction in property taxes. 
 
4. Taxes on Businesses 
About 57 percent of the property tax is paid by non-residential property 
owners (including apartment owners)(Georgia Department of Revenue 2004), while it 
is estimated that about 36 percent of the sales tax is paid by businesses (Ring 1999).  
This is not the same as who bears the burden of the tax.  For example, these numbers 
do not consider whether the property tax on rental property is passed on to renters in 
the form of higher rents.  However, the implication is that a shift from the property 
tax to the sales tax will reduce the taxes paid by businesses. 
 
5. Revenue Generated versus Funds Received by School  
Districts 
 
If a state-level Education Sales Tax were imposed and revenue distributed by 
the State to school systems, some districts would “export” revenue and others would 
“import” revenue.  A district that exported revenue is one that would pay more in 
Education Sales Tax than it receives in education funding from the Education Sales 
Tax.  A district that imported revenue is one that would pay less in Education Sales 
Tax than it receives in education funding from the Education Sales Tax.   
The exact data needed to show the extent of the redistribution among school 
systems are not available.  The values of the sales tax base for independent school 
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systems are not known, and thus we use counties as the unit of analysis.  
Furthermore, as noted above, we do not know the formula by which the Education 
Sales Tax revenue will be allocated.  For this analysis, we assume the allocation will 
be on an equal per full time equivalent (FTE) student basis.  Furthermore, since we 
do not know how much revenue would be generated for each county from the 
elimination of the exemptions other than food for home consumption, we assume the 
Education Sales Tax will apply to the current sales tax base plus food for home 
consumption. 
We estimate that if the Education Sales Tax replaced the property tax for 
education, then the state grant per FTE would amount to about $2,673 in 2002.  
Counties that have an Education Sales Tax potential greater than $2,673 per FTE 
(i.e., a 3.04 percent sales tax would raise more revenue than $2,673 per FTE in that 
county) would contribute more in sales taxes than they would receive under the 
assumed distribution plan.  Districts that have a lower potential for generating 
Education Sales Tax revenues would contribute less than $2,673 per FTE.1 Counties 
that receive more education funding from the Education Sales Tax than they would 
generate locally are referred to as “revenue importers” and those counties that 
generate more in Education Sales Tax dollars than they would receive are referred to 
as “revenue exporters.”   
One way of showing which counties gain and which lose is to compare the 
county’s percentage of total state education funding from the Education Sales Tax to 
the county’s percentage of the total state Education Sales Tax revenue.  Thus, 
counties with a larger percentage of the state education funding than of the state 
Education Sales Tax revenue will be importers of revenue, while counties with a 
smaller percentage of the state education funding than of the state Education Sales 
Tax revenue will be exporters of revenue.  Map 1 and Charts 1 and 2 (and Appendix 
Table A-1) compare for each county the sales tax revenue generated and new school 
aid received. 
                                                        
1 We refer to counties here because they are the level at which sales tax generation data is kept.  
We have incorporated independent school district FTEs to county FTEs wherever they exist. 
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MAP 1:  COUNTIES THAT EXPORT AND IMPORT TAX REVENUE ASSUMING EQUAL 
SALES TAX DISTRIBUTION FOR EDUCATION 
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CHART 1:  SIZE OF POSSIBLE CHANGES:  FLAT SALES TAX DISTRIBUTION 
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CHART 2:  SIZE OF POSSIBLE CHANGES:  FLAT SALES TAX DISTRIBUTION 
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Map 1 depicts tax importing and exporting counties.  Map 1 shows that, in 
general, urban counties will generate more Education Sales Tax dollars than they 
receive back from the state education funding finance by the Education Sales Tax 
(i.e., urban counties will be net exporters of the Education Sales Tax).  Rural 
counties, in general, will receive more funds than they generate under the Education 
Sales Tax. 
In Chart 1 (and Chart 2), each dot represents a county, and a point on the 
diagonal line graphically represents a county that would hypothetically generate and 
receive exactly $2,673 per FTE (i.e., a point that represents a county that would 
receive exactly the amount collected in Education Sales Tax per FTE).  If a county 
appears above the diagonal line, it will receive higher state funding from the sales tax 
system than it would generate in an Education Sales Tax.  A county that falls below 
the diagonal line is estimated to receive lower state funding than would be generated 
in that county from the Education Sales Tax.  The vertical distance from the line 
measures the magnitude of the exporting or importing of revenue.   
Chart 1 indicates that Fulton County (including that part of the Atlanta school 
district in Fulton County) would be the biggest exporter of Education Sales Tax 
revenues, receiving less than half of the education funding that would be generated in 
sales tax.  Additionally, Cobb, DeKalb, Gwinnett, Clayton, Clarke, Chatham and 
Bibb Counties are all relatively populous areas that will generate more in sales tax 
revenues than they would receive in education funding from the state.   
Chart 2 focuses on the counties at the middle and lower end of Chart 1 (near 
the origin) and is included for ease of viewing.  Chart 2 shows that among counties 
that would receive a moderate share of the state’s education funding, there are 
counties that would receive substantially less funding for education than they 
generate in revenues under the Education Sales Tax.  Most of the counties that are 
expected to receive more in new school aid than they generate in revenues are the 
smallest counties 
Overall, it can be expected that moving to a statewide Education Sales Tax 
will lead to revenue outflow from the largest counties.  Of the moderately sized 
counties, the effect is mixed.  Some will receive more school aid than the revenue 
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that would be generated in the county, while others will generate more revenue than 
they receive.  Most of the smallest counties will receive more in school aid than they 
will generate under the Education Sales Tax. 
Table A-1 (see Appendix) contains the data use to construct Charts 1 and 2 
and Map 1.  Table A-1 also shows the estimated difference (in dollars) between the 
Education Sales Tax revenue that would be generated in each county and what the 
county would receive in new school aid. 
Note again, the above analysis assumes that the revenue will be allocated on 
an equal FTE basis.  This does not account for differences in the allocation based on 
the specific programs that students are in (as QBE now does), or for possible 
differences in allocation based on differences across systems in the cost of providing 
education. 
 
6. Current Spending per FTE versus Spending Under the 
Education Sales Tax 
 
In this section we examine how current spending per FTE in each school 
district compares with the level of revenue expected under the Education Sales Tax.  
This is the same as considering how the revenue that is locally generated by school 
districts with their local property tax bases and self determined tax rates compares to 
what each district would be allocated under the Education Sales Tax.2  We address 
the issue of total state funding under the assumption that there will be no local 
funding of education.3   
Local levels of property taxation for schools vary widely across the state. If 
all local sources of school funding were eliminated and funds replaced with state 
revenues (i.e., by the Education Sales Tax) and the total state funds (i.e., current state  
                                                        
2 Here we can consider school districts since property tax records are available for districts. 
3 Some districts rely on a local sales tax and other taxes in addition to property taxes. 
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education funds and the funds from the new Educational Sales Tax) were distributed 
equally based on FTE, then each system would have received $6,762 per student in 
2002.  
Table 2 contains six low-spending school systems which would receive more 
state aid then they are currently spending and six high-spending school systems that 
would receive less than they are currently spending.  Table 2 shows that districts 
currently spending more on education would have to substantially reduce their 
current  spending  (for  the  Decatur school district by as much as a third).  This could 
have substantial effects on school systems that are well above and below the state 
average in spending per FTE.  For example, large reductions in funding may result in 
staff reductions or larger class sizes. Additionally, the sizes of the revenue losses are 
large as compared with the revenue gains for individual school districts.  This would 
represent both a severe funding shock and a substantial loss of local control in school 
finance. 
 
TABLE 2:  ESTIMATE OF EDUCATION SPENDING CHANGES IF SALES TAX  
REVENUE IS ALLOCATED EQUALLY (TOP AND BOTTOM 6 DISTRICTS) 
  Revenue/FTE Fed/FTE 
S state & 
local/SFTE +/- 
          
Six Lowest         
Chicamauga 4,798 277 6,762 1,964  
Trion 4,950 427 6,762 1,811 
Long County 4,714 1,000 6,762 2,047 
Jones County 5,287 498 6,762 1,475 
Berrien County 5,109 1,121 6,762 1,653 
Pike County 5,491 434 6,762 1,270 
          
Six Highest         
Decatur 11,454 2,453 6,762 (4,693) 
Atlanta 10,478 1,137 6,762 (3,717) 
Baker County 10,278 2,912 6,762 (3,516) 
Fulton County 9,497 370 6,762 (2,735) 
Dalton 8,887 646 6,762 (2,126) 
Greene County 8,556 1,329 6,762 (1,794) 
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Data presented in Table 2 illustrates the magnitude of the change in total 
funds available. Map 2 compares the allocation of Education Sales Tax (assuming an 
equal per FTE allocation) to current school property taxes.  While many school 
systems generate local revenue from non-property tax sources, property taxes are the 
major source of local revenue.  
Map 2 shows the relative size of the gains and losses in school district 
funding with an equal distribution of statewide Education Sales Tax revenue (based 
on FTE) as compared with the current locally administered property tax.  Similar to 
Map 1, districts that are expected to see their revenue decline under the Education 
Sales Tax from the current level are contained predominantly in large cities or urban 
and suburban areas across the state. (Table A-2 in the appendix provides the data 
used to construct Map 2). 
 
7. Change in Tax Burden by County 
Changing the funding source for education from the property tax to the 
Education Sales Tax will change the local tax burden.  Some counties produce more 
revenue for schools with the current local property taxes than would be generated in 
the county under a statewide Education Sales Tax that is revenue neutral (at the state 
level).  Other counties would produce more revenues under the proposed Education 
Sales Tax than they currently raise from the property tax.   
Map 3 shows those counties with potentially reduced tax burdens (i.e., the 
increase in sales taxes will be less than the reduction in property taxes) and counties 
with increased tax burdens.  Notice that the relative burdens are reduced in most of 
the urban counties.  Urban counties, like Fulton, generate larger amounts of property 
tax because of their relatively large property tax bases and high millage rate.  
However, even though urban counties have large sales tax bases relative to rural 
areas, the urban counties still generate more revenue under the property tax than they 
would under the proposed Education Sales Tax.  As a consequence, the average urban 
resident would pay less total tax and the average rural resident would pay more tax if 
the current local contribution to education were entirely replaced with an Education 
Sales Tax. 
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MAP 2: GAINS AND LOSSES – LOCAL PROPERTY TAX REVENUE VS. DISTRIBUTED 
SALES TAX REVENUE 
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MAP 3:  SCHOOL TAX BURDEN SHIFT WITH CHANGE FROM LOCAL PROPERTY TAX 
TO STATE-WIDE SALES TAX 
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8. Federal Deductibility  
Property taxes are deductible for federal income tax purposes while sales 
taxes are not.  We estimate that the shift from a property tax to a sales tax will result 
in an increase of $345 million in federal income taxes paid by Georgians.  Also, 
homeowners will pay an estimated additional $40 million in state income tax because 
of the reduced deductions.   
 
9. Senior Citizen Exemptions 
Some school districts provide an exemption for senior citizens from the 
school portion of the property tax.  However, under the Education Sales Tax senior 
citizens would have to pay the new Education Sales Tax on all their taxable 
purchases.  Thus, the effect of a shift to an Education Sales Tax will be to 
significantly increase taxes paid by senior citizens in those counties.   
 
10. Exemptions 
The proposed Constitutional amendment eliminates all existing exemptions.    
This raises two issues: 
?  The legislature will be required to vote in order for a current exemption to 
apply to a sale under the Education Sales Tax.   However, the current 
exemptions were adopted as the result of political decisions, and it should 
be expected that there will be efforts made to apply the existing 
exemptions to the Education Sales Tax.  To the extent that the existing 
exemptions apply to the Education Sales Tax, the tax rate required to 
replace the property tax will be higher.  The maximum Education Sales 
Tax rate is set at 3 percent, which we estimate would be insufficient to 
totally replace education property taxes unless many of the exemptions do 
not apply to the Education Sales Tax. 
 
?  States are currently engaged in a process, known as the Streamlined Sales 
Tax Project, to bring greater uniformity to sales taxes across the country.  
The SSTP calls for a uniform sales tax base within the state.  Allowing an 
exemption for the state 4 percent sales tax but not for the Education Sales 
Tax would compromise Georgia’s potential participation in the SSTP 
effort. 
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11. Tax Incidence 
The distribution of tax burden across income levels differ by taxes.  A report 
from the Institute on Taxation and Economic Policy (2003) (ITEP) provides estimates 
of the distribution by income level of the state sales and property tax for Georgia.  
Table 3 indicates that in Georgia the sales tax is more regressive than the property 
tax, i.e., the effective tax rate (tax burden divided by income) on low income 
households relative to high income households is much higher for the sales tax than 
for the property tax.   
The sales tax tends to be more regressive because: 
?  Wealthier individuals tend to purchase items not subject to the sales tax 
(e.g., services); 
 
?  Wealthier individuals are more likely to take advantage of the favorable 
tax treatment afforded to goods purchased online or from a catalogue; 
 
?  Wealthier individuals are more likely to save, effectively sheltering this 
income from the sales tax. 
 
TABLE 3:  GEORGIA'S EFFECTIVE TAX RATES BY INCOME GROUPING 
 
 
Income Group 
 
 
Income 
 
Effective Sales 
Tax Rate 
Effective 
Property  
Tax Rate 
Lowest 20% < $15,000 4.6% 2.9% 
Second  20% $15,000-$20,000 4.0% 2.1% 
Third 20% $20,000-$41,000 3.4% 1.8% 
Fourth 20% $41,000-$69,000 2.9% 1.7% 
Next 15% $69,000-$142,000 2.1% 1.9% 
Next 4% $142,000-$281,000 1.4% 1.8% 
Next 1% >$281,000 0.7% 0.8% 
*Considers only individuals and families; ignores the burden of taxes on businesses. 
 
 
12. Tax Fairness 
Property taxes are perceived to be less fair than a sales tax, due largely to 
errors in property assessment.  For example, two individuals who purchase the same 
consumer good will pay the same sales tax.  But two individuals who own similar 
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houses may have different assessed values and hence pay different amounts of 
property tax.  Shifting to an Education Sales Tax increase the fairness.   
 
13. Local Non-Property Tax Revenue   
Not all tax revenue collected by local school systems comes from property 
taxes.  For example, there are 8 counties in which the school systems (including two 
independent systems) levy a 1 percent sales tax.   Consideration needs to be given to 
how these local revenue sources will be treated.  The authority to levy the sales tax 
was obtained through local Constitutional amendments.   An attorney would have to 
address how to handle that Constitutional authority. 
 
14. Debt 
Fifty school systems currently have bonds outstanding.  To the extent that 
these bonds are backed by local property taxes, a potential issue arises if local 
property taxes are eliminated (i.e., the violation of bond covenants).  In addition, 
schools may have made other long-term financial agreements, such as lease-purchase 
agreements that will have to be financed.  While not backed by local property taxes, 
these commitments do suggest that consideration be given to how they will be 
financed. 
The proposed amendment allows school districts to use one year of property 
tax revenue to fund this debt.  It will be important to determine whether that revenue 
will be sufficient for all districts to pay off their debt.   
 
15. Exporting of Taxes 
To some extent, both the property tax and the sales tax are exported to non-
residents of Georgia.  For example, manufacturers probably pass on part of their 
property taxes in the form of higher prices that are paid by non-residents.  Sales taxes 
are paid in part by visitors from outside the state.  Thus, to some extent, the costs of 
education would be exported whether we use the property or sales tax.  The relative 
share of either tax that is exported is, however, currently unknown. 
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16. Economic Incentives 
Economic incentives will be altered with a substitution of a sales tax for a 
property tax.  An increase in the sales tax will increase the cost of goods and some 
services, thus encouraging increased saving.  The increase in the sales tax rate will 
result in an increase in cross-border shopping, i.e., Georgia residents who live near 
the state border will find it beneficial to do some of their shopping in other states.  
The reduction in property taxes will increase the net returns to investment in physical 
capital and reduce the cost of housing, thereby increasing investment in property.  
There are no expected macroeconomic effects, however, since the total revenue 
generated remains the same with the property and sales tax. 
 
17. Equalization of Expenditures per Student 
State financing of education will result in a substantial equalization of 
spending per student.  This should eliminate the threat of a lawsuit contesting the 
funding of education based on equity issues.  The possibility of a lawsuit based on the 
adequacy of the funding will be reduced, but probably not eliminated. 
 
18. Effects of State Funding of Education 
It is uncertain what effects will result from state funding of education.  There 
are two issues that are of interest: 1) Will local school systems be less efficient if 
local residents are not directly funding education? 2) Will there be more or less 
support for increases in education funding?  There are other states (for example, 
Washington, California, New Mexico, and Michigan) that essentially do not allow 
local school systems to provide expenditure enhancements.  However, we have not 
studied the experiences of these states. 
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